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The purpose of this research are to determine market sensing capability, product innovation 
success, speed to market, and entrepreneurial orientation will enhance SME's performance. 
The sample of this research are 168 SME's owner or manager . This research uses Structural 
Equation Model to hyphotesis test and uses AMOS 21 in analysis data. Result of our research 
find that Entrepreneurial orientation and product inovativeness have positive and significant 
effect on SME's performance but market sensing capability and speed to market have no 
significant effect. Another result of this studi find that market sensing capability have 
significant effect on speed to market and product innovativeness success but entrepreneurial 





Small Business Enterprise (SME's) is one of main pillar of economic growth in the 
developing countries (Setyaningsih, 2012), especially Indonesia (Dejardin, 2000). The 
number of SMEs until 2011 to reach approximately 52 million . SMEs in Indonesia is very 
important for the economy because it accounts for 60% of GDP and 97% of employees hold. 
But access is limited to financial institutions only 25% or 13 million SMEs who have access 
to financial institutions . The Indonesian government, develop SMEs through Cooperatives 
and SMEs, in each province or district / city. In Indonesia, SME's have important role due to 
its limited capital which creating jobs for society surrounds. SME's in Indonesia intend on 
trading, textile, processed food, furniture, leather sectors, etc.  
SME's should not be apart from innovation. Innovation is one of important part inside 
new ventures success (Ireland & Webb, 2007) and enhance SME's performance (Keskin, 
2006). But it is not easy to gain innovation for SME's. As enterprise must understand about 
product, consumer perception (Fang, Chang, Ou, & Chou, 2014; Gofman, Moskowitz, & 
Mets, 2009), competitor, process (Hooley, Broderick, & Moller, 1998; Leavy, 2005), and 
environment business change (Fang et al., 2014; Overby, Bharadwaj, & Sambamurthy, 2006; 
Setia, Sambamurthy, & Closs, 2008). SME's must also have capability to invent, as big 
enterprise, high innovation so that increase SME's performance. Those capabilities are such 
as : market sensing (Barringer & Bluedorn, 1999; Day, 1994, 2002; Fang et al., 2014; Foley 
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& Fahy, 2004; Lankinen, Rökman, & Tuominen, 2007), learn about market (Day, 2002; Fiol 
& Lyles, 1985), market response (Homburg, Grozdanovic, & Klarmann, 2007; Jaworski & 
Kohli, 1993), and taking action as market information (Kohli, Jaworski, & Kumar, 1993; 
Neill, McKee, & Rose, 2007). Those capability will make superior SME's performance. 
The purpose of this research are to determine market sensing capability, product 
innovation success, speed to market, and entrepreneurial orientation will enhance SME's 
performance. 
 
2. LITERATURE REVIEW 
2.1. Market Sensing Capability 
Some expertises conclude that capability to sense market is a process of knowledge 
generalization about market which its information is used into enterprise‟s decision making 
(Day, 1994; Lankinen et al., 2007; Olavarrieta & Friedmann, 2008). These sensing capability 
monitors market continuously, accurately finds market opportunity, and also market threat 
(Fang et al., 2014). Enterprise which has these sensing capability will communicate, interpret, 
and analyze better many informations and behavior of anticipating environment change (Neill 
et al., 2007). 
Capability of market sensing is important part of learning process about consumer, 
competitors, and others parties in the business environment (Day, 2002; Olavarrieta & 
Friedmann, 2008). Olavarrieta and Friedmann (2008) notice that substantive facets in market 
sensing include (1) defining the market (identifying specific needs and segments); (2) 
monitoring competition (analysis of competitors and performance measurement); (3) 
assessing customer value (methods of assessing value and construction of value models); and 
(4) gaining customer feedback (assessing customer satisfaction, perceptions of return on 
quality, and other forms of input from various stakeholders). Day (2002) devided market 
sensing into three activities that are sensing activities, interpreting activities of any 
informations which are found from sensing activities, and evaluating activities. 
Market sensing is different from market research. Piercy (2008) explains market 
sensing describes organization process on enhancing understanding about external 
environtment generally, while market research tends to focus on data collecting and report 
technique (survey, observation, market experiment, etc.). Market sensing is not data 
collecting or data interpretation activities (Cravens, Piercy, & Baldauf, 2009) 
 
2.2. Speed to Market 
Birnbaum-More (1993) defines speed to market as degree when new product is 
introduced to market faster than its competitors. Based on literatures is concluded that 
indication of speed to market happens if a new product is developed and launched faster its 
competitors, complete before normal (particular) time, launched to market as planned (Akgun 
& Lynn, 2002; Zhang & Wu, 2013).  
Many literatures explain about important factors of speed to market concept. Eisenhardt 
(1989) investigates speed of making decision in the uncertain business environment. 
Eisenhardt (1989) finds using real-time information, considering alternatives in the same 
time, hiring experienced counselors, employing active conflict resolution and increase 
integration between managerial decisions. Kessler and Chakrabarti (1996) research about 
speed of new product development, which they also find some important factors such as 





2.3. Product innovativeness success 
This research focus on two (2) product innovativeness success construct : 
First, define of product innovativeness success. Garcia and Calantone (2002) define 
innovativeness as the degree of “newness” of an innovation, whether newness to the world, to 
the industry/market, or to the firm. As Bao, Sheng, and Zhou (2012), this research is more 
focus on product innovativeness at market level. Reasons of innovativeness at market level 
are based on (Bao et al., 2012): (1) new product success is measured from market deals, (2) 
renewing evaluation directs to special factor change within enterprise which is motivated by 
new product, (3) product innovativeness concept is seen from consumer perspective. 
Second, differ between product innovation and process innovation. Product innovation 
is product development or new service to gain market needs (Damanpour, 1997), whereas 
process innovation is enhancement new production process through  new tools or 
reengineering of operational process (Wong & He, 2003). This research is focus more on 
product innovation.   
 
2.4. Entrepreneurial Orientation 
Entrepreneurial orientation has become an essential concept in the domain of 
entrepreneurship  that  has  received  a  considerable  amount  of  theoretical  and  empirical  
attention (Covin, Green, & Slevin, 2006). Entrepreneurial  orientation  is  defined  as  the  
processes,  structures,  and behaviors of firms that are characterized by innovativeness, 
proactiveness, and risk taking (Covin & Slevin, 1989). Research of Lumpkin and Dess 
(1996), EO refers to the processes, practices and decision-making  activities  that  lead  to  
new  entry.  They  considered  EO  as  a  process construct,  which  is  concerned  with  the  
methods,  practices,  and  decision-making  styles used by the managers. Lumpkin and Dess 
(1996) add 2 dimensions „autonomy‟ and „competitive aggressiveness‟. 
  
2.5. SME's Performance 
enterprise performance is general construct used to measure enterprise strategy effect. 
enterprise strategy is always directed into good performance as marketing and also finance 
performances. Market performance is a concept to measure market achievement of a product. 
As reflection of its position among business competition, each enterprise has an interest to 
define their market achievement of product. 
Performance can be measured based on some indicators. Expertise mention finance 
performance (Matear, Gray, & Garrett, 2004; Panigyrakis & Theodoridis, 2007; Voola, 
Casimir, Carlson, & Agnihotri, 2012; C.-H. Wang, Chen, & Chen, 2012), Market 
performance (Matear, Osborn, Garrett, & Gray, 2002), growth (Acquaah, 2012; Lee & Tsai, 
2005), customer performance (Jyoti & Sharma, 2012; C.-H. Wang et al., 2012), customer 
satisfy and loyalty (Cambra-Fierro, Hart, Mur, & Redondo, 2011).  
 
3. HYPOTHESIS DEVELOPMENT 
3.1. Market Sensing Capability And Product Innovativeness Success 
Enterprise with good sensing capability will increase their product innovativeness 
(Zhang & Wu, 2013). Innovation relates with organizational learning. Day (2002) based on 
three activities of sensing, interpreting any informations which are found from sensing 
activities, and evaluating. enterprise which learn about its environment will be more 
innovative (Calantone, Cavusgil, & Zahao, 2002; Keskin, 2006). Those searching activity 
will motivate enterprise to use and try to combine knowledge and latest information to 
develop new product enhancement (Laursen & Salter, 2006). Hypothesis of this research is : 
H1: Market sensing capability have positive and significant effect on product 




3.2. Market Sensing Capability and SME's Performance 
Grewal and Slotegraaf (2007) dan Amit and Schoemaker (1993) explains capability of 
enterprise empirically effects on its performance. Those capability to sense or search 
information  is important at market environment.   
Many literatures state, sensing capability is part of learning (Day, 2002) ataupun 
knowledge-related resources (Olavarrieta & Friedmann, 2008; Olavarrieta & Roberto, 1999). 
Organizational learning is new knowledge development or new perspective and its 
determination on enterprise behavior (Olavarrieta & Friedmann, 2008). Organization learning 
process is explained as enterprise capability to sense market, absorb new information, 
distribute, and interpret it (Day, 1994; Day & Nedungadi, 1994). Those organizational 
learning is similar with market sensing process. Learning capability or market sensing can 
increase enterprise superior performance (Day, 1994, 2002; Tseng & Lee, 2014; Vorhies & 
Morgan, 2005). Hypothesis of this research is : 
H2: Market sensing capability have positive and significant effect on SME's 
performance    
 
3.3. Market Sensing Capability and Speed to Market 
 
enterprise which capable to sense market will understand  market needs and wants. 
Those understanding will make enterprise tend to gain those market needs and wants. If there 
is demand change, enterprise will response faster those change and provide market needs 
with suitable product or service. On the other words, capability to sense market will influence 
enterprise speed gaining consumer needs and wants. Under this perspective, the more 
innovative firms are those that are more: timely, creative, prolific in the introduction of new 
products or services, and quicker in modifying existing offerings so as to provide superior 
benefits to their customers (Deshpande et al., 1993; Moorman 1995).  
Hypothesis of this research is : 
H3: Market sensing capability have positive and significant effect on speed to market. 
 
3.4. Speed to Market and SME's Performance 
Competition based on speed is important on business (Z. W. Wang & Wang, 2012). In 
recent years, many enterprises launch product, service, and process rapidly. Phenomena in 
Indonesia show consumer are waiting those new product. Tidd, Bessant, and Pavitt (2005) 
explain enterprise which can response on new product cheap and faster, will increase its 
performance. All enterprise which has fast response on consumer needed, must increase its 
performance (Homburg et al., 2007; Jaworski & Kohli, 1993; Wei, Samiee, & Lee, 2014). 
Hypothesis of this research is :  
H4: Speed to market have positive and significant effect on SME's performance. 
 
3.5. Entrepreneurial Orientation- Product innovativeness success 
An enterprise is said has entrepreneurial orientation if they have innovative ideas, brave 
to take a risk, and pro-active to get innovation. More fresh and innovative ideas, more an 
enterprise can develop new prototype product and finally influence product success. Even 
more if those enterprise has braveness to take a risk and pro-active to develop ideas. Brave to 
take a risk indicates that enterprise is also brave to develop new product. More an enterprise 
does trial and error, there will be more possibility to develop new product. So, entrepreneurial 
orientation will increase product innovation success.  
Hypothesis of this research is : 
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H5: Entrepreneurial orientation have positive and significant effect on product 
inovativeness success. 
 
3.6. Entrepreneurial Orientation and SME's Performance 
Enterprise gets benefit by adopting entrepreneurial orientation. Enterprise adopts 
entrepreneurial orientation increases more its business performance (Wiklund & Shepherd, 
2003). Many researches show  entrepreneurial orientation can increase business performance 
(Covin & Slevin, 1989; Frank, Kessler, & Fink, 2010; Hui Li, Weng Huang, & Tien Tsai, 
2009; Lumpkin & Dess, 1996; Naldi, Nordqvist, Sjoberg, & Wiklund, 2007; Wiklund & 
Shepherd, 2005). Hipotesis penelitian ini adalah 
H6: Entrepreneurial orientation have positive and significant effect on SME's 
performance. 
 
3.7. Product innovativeness success-SME's Performance 
In most industries, the successful development and commercialization of new product 
are essential determinants of sustained competitive advantage of firms (Mu, Peng, & Tan, 
2007). The positive role of firm innovativeness on firm performance has been supported by 
many theoretical and empirical studies of new product developments, technology adoption 
and diffusion, process improvement, and innovation (Calantone et al., 2002).Atuahene-Gima 
(1996) provides empirical evidence of the positive association between innovativeness, 
market success and project impact performance. Many researchs find innovation has 
significant effect on enterprise performance (Akgun, Keskin, & Byrne, 2009; Koellinger, 
2008; Mansury & Love, 2008; Olavarrieta & Friedmann, 2008; Z. W. Wang & Wang, 2012), 
SME's performance (Keskin, 2006), and firm profitability (Calantone et al., 2002). 
Hypothesis of this research is : 
H7: Entrepreneurial orientation have positif and significant effect on product 
inovativeness success. 
 
4. RESEACH METHOD 
4.1 Sample 
This research is located on some cities as center of leather and furniture SME‟s in Java, 
Indonesia. Questionnaire was spread to 250 owner or manager of SME‟s then research 
process 168 questionnaire (response rate= 67,2%). 
 
4.2. Measures and Constract Validity 
To test the above hypotheses, multi-item scales were adopted from previous studies for 
the measurement of the constructs. All constructs were measured using 7-point Likert scales 
ranging from “strongly disagree” (1) to “strongly agree” (7). To see measurement of each 
variable is on appendix 1. 
This study uses a structural equation model (SEM) and Amos 21 in processing the data. 
The use of SEM is useful because it allows researchers to simultaneously test the 
measurement model and the path model of the relationship between the variables tested. It is 
also beneficial because it allows for measurement error in both the explanatory variables and 
the model as a whole. We use a one-step modeling procedure in which the measurement and 
structural models tested simultaneously 
When we see  Table 1 in the column of convergent validity, each item / indicator 
variable has a value of more than 0,5. So no items / indicators be eliminate from the analysis. 
All AVE value of each variable is also above the required value of 0.5. Here are the AVE 
value of each variable: Market sensing capability (0,779), Speed to Market (0, 762), product 
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innovativeness success (0, 852), Entrepreneurial orientation (0, 797), SME's performance 
(0,825). 
In Table 1 column of construct reliability, it can be concluded that this data is reliable 
because the construct reliability value of each variable is greater than the cut-off (> 0,60). 
Here's a construct reliability values: Market sensing capability (0,934), Speed to Market (0, 
865), product innovativeness succcess (0,966), Entrepreneurial orientation (0,922), SME's 
performance (0,904). 
Model fit dalam penelitian ini menunjukkan model fit yang  sudah baik (CFI= 0,974; 
NFI= 0,939; TLI= 0,696; dan RMSEA= 0,064). 
 
Table 1 
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Hypothesis 1 predict that market sensing capability have positive and significant effect 
on Product innovativeness success. Results relevant to this hypothesis are presented in Table 
2 and indicate that, as predicted, market sensing capability have positive affect and 
significant to product innovativeness success (B =0,466, p < 0,05). 
Hypothesis 2 predict that market sensing capability have positive and significant effect 
on SME's performance. Results relevant to this hypothesis are presented in Table 2 and 
indicate that, not predicted, market sensing capability have positive affect but no significant 
to SME's (B =0,029, p < 0,05). 
Hypothesis 3 predict that market sensing capability have positive and significant effect 
on speed to market. Results relevant to this hypothesis are presented in Table 2 and indicate 
that, as predicted, market sensing capability have positive affect and significant to speed to 
market (B =0,466, p < 0,05). 
Hypothesis 4 predict that speed to market have positive and significant effect on SME's 
performance. Results relevant to this hypothesis are presented in Table 2 and indicate that, 
not predicted, speed to market have positive affect but no significant to SME's performance 
(B =0,069, p < 0,05). 
Hypothesis 5 predict that entrepreneurial orientation have positive and significant effect 
on Product innovativeness success. Results relevant to this hypothesis are presented in Table 
2 and indicate that, not predicted, entrepreneurial orientation have positive affect but no 
significant to creativity (B =0,042, p < 0,05). 
Hypothesis 6 predict that market sensing capability have positive and significant effect 
on speed to market. Results relevant to this hypothesis are presented in Table 2 and indicate 
that, as predicted, market sensing capability have positive affect and significant to speed to 
market (B =0,466, p < 0,05). 
Hypothesis 7 predict that product innovativeness success have positive and significant 
effect on SME's performance. Results relevant to this hypothesis are presented in Table 2 and 
indicate that, as predicted, product innovativeness success have positive affect and significant 
to SME's performance (B =0,159, p < 0,05). 
Table 2 
Hypothesis Test and Model Fit 
HYPHOTESIS  
Market Sensing Capability-Product innovativeness 
success (H1) 
0,466* 
Market Sensing Capability-SME's Performance (H2)  0,029 
Market Sensing Capability-Speed to Market (H3)  1,053* 
Speed to Market- SME's Performance (H4) 0,069 
Entrepreneurial Orientation- Product innovativeness 
success (H5) 
0,042 
Entrepreneurial Orientation- SME's Performance (H6) 0,594* 
Product innovativeness success-SME's Performance 
(H7) 
0,159* 
Model Fit  
CFI 0,974 (Good) 
NFI 0,939 (Good) 
TLI 0,969 (Good) 
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RMSEA 0,064 (Good) 
* sign at 0,05 
6. DISCUSSION 
SME's capability to learn and sense market directly has no significance influence to 
SME's performance. This research does not have same result with previous research, which 
explains market sensing capability has influence to performance (Day, 1994, 2002; Tseng & 
Lee, 2014; Vorhies & Morgan, 2005).  There are possibilities cause market sensing capability 
has no significance influence to SME's performance: (1) there has to be mediation variable 
between. In this research, best mediation variable is product innovativeness success. Result of 
this research shows that market sensing capability influences product innovativeness success, 
then product innovativeness succes also influences SME's performance significantly. (2) 
When sensing market, owner‟s short term objective is not increase enterprise growth or 
profit, but understand consumer needs so that be able to provide new suitable product as 
consumer needs and wants. (3) Not all of owner clearly understand about market sensing. 
There is possibility those owners understand just about market research concept. 
enterprise capability to sense market can increase product innovativeness success. 
Result of this research is same as previous research which explain  the higher market sensing 
capability, the enterprise will be more capable to launch new product (Calantone et al., 2002; 
Keskin, 2006). Although owners does not really understand about basic concept of market 
sensing, but empirically it can be known that the owners is capable to learn about market. The 
owner can understand consumer needs and wants so that are able to create new suitable 
product. Whether success or not, innovative product influences SME's performance (Akgun 
et al., 2009; Koellinger, 2008; Mansury & Love, 2008; Olavarrieta & Friedmann, 2008; Z. 
W. Wang & Wang, 2012). Empirically, this research shows owners‟ success to create 
innovative  product will influence SME's performance. This new innovative product must be 
needed by consumer. These will affect on enterprise growth and profitability. 
Speed of new product success launched at market is influenced by market sensing 
capability. Empirically, this is evidence by this research. Owners capability to sense or learn 
market will determine speed of launch and develop of new product. Unfortunately, this 
research does not find empiric evidence explaining speed to market significantly influences 
performance, not as previous research  (Homburg et al., 2007; Jaworski & Kohli, 1993; Wei 
et al., 2014), It is possible to happen because most of consumer stay out of city so that they 
are not up to date and do not come to SMEs location. 
Entrepreneurial orientation has significant effect on new product success or business 
performance (Covin & Slevin, 1989; Frank et al., 2010; Hui Li et al., 2009; Lumpkin & Dess, 
1996; Naldi et al., 2007; Wiklund & Shepherd, 2005). Research finds thet entrepreneurial 
orientation has an effect on SME‟s performance but does not find evidence those influences 
product innovativeness success. 
7. LIMITATIONS AND FUTURE RESEARCH DIRECTIONS 
Several limitations should be pointed out. First, this research is on Java SMEs context, 
Indonesia which there is possibility to not generalize its result. For further research, each 
indicator of variable is suggested to be observe. Second, research don‟t consider SME‟s 
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